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I. INTRODUCTION
Over the past few years there has been a renewed interest in analyzing and quantifying the distributive effects of policy decisions and economic shocks in terms of poverty reduction and welfare improvements. After enjoying a sustained positive economic growth, the recession of the late nineties, triggered by the economy's vulnerability to international markets fluctuations, the credit crunch and the unsustainable trend of public expenditure and indebtedness 1 , led to several changes in the economy, especially in terms of social welfare. Urban unemployment reached historic levels in 1999 when it rose almost ten percentage points above the observed rate in 1995 (8.7%). National poverty rate climbed from 50.3% in 1997 to 59.8% in 2000; the poverty gap increased seven points to 0. The poverty gap is the standard deviation of the effective income of the poor people to the poverty line.
had a significant role by taking the necessary decisions to correct the downward tendency. As a matter of fact, most of the decided strategies to reduce fiscal deficit were related to increasing tax revenues and in a lesser extent, reduction of expenditures, from which social investment was not an exemption 4 . Notwithstanding, if these measures had not been taken, the deterioration of the social indicators could have been worse than what was observed in those years.
Despite those facts, Colombia made a sustained effort in raising social public expenditure over the last decade (an annual growth rate of 3.5%), which has been a considerable help to the poor and the reduction of inequality. According to the government, in the following years Colombia will enjoy of a modest positive growth of around 4%, supported by i) increases of nontraditional exports and the positive effects of free trade agreements with the United States, the Andean Community and Mercosur; ii) the rationalization of public expenditure, specifically, operating costs from the reduction of the government size, which will free local resources for investment; and iii) a better economic outlook for foreign investment. At the same time, a significant rise of the public external debt service (thereby increases in the tax rates), social security costs and the deterioration of internal military conflict, are expected.
Given all these changes in the economy, it is important to understand which channels are the most efficient ones when it comes to assess policy effects over poverty and income distribution. Some economists have provided answers regarding this matter by using microeconomic methodologies that consider the household or individual income as functions of socioeconomic characteristics (e. g. age, schooling years, marital status) and income variables (e. g. rents, social transfers). Other researchers following Orcutt's works on microsimulations 6 , have been able to improve their findings by linking their microeconomic assumptions and information into a macroeconomic framework. This allowed them to evaluate in detail, the 4 Fiscal austerity affects the budget of social programs, hence, less resources are destined to social investment and the improvement of the quality and size of the existent activities.
